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THE WAGES-FUND DOCTRINE AT THE 
HANDS OF GERMAN ECONOMISTS. 

The development of the theory of wages among Eng- 
lish economists, and more particularly the growth of the 
wages-fund doctrine, have received abundant attention 
from students of economics. It may be that the last 
word has not been said on the history of this phase 
of economic theory; but the course of thought, from 
Adam Smith down, has been considered more or less by 
every writer who has attempted a discussion of the cru- 
cial subject of wages. Among English economists, how- 
ever, there has been a singular neglect of the treatment of 
the subject by their German associates. An important 
departure from the lines of reasoning traditional among 
the classic writers was made by Hermann before the days 
of John Stuart Mill ; yet the insular condition of social 
and political speculation in Great Britain in the middle of 
the century, and the stagnation of economic thought in 
particular, prevented any breath of influence from reach- 
ing English thinkers. In the marvellous activity in eco- 
nomic study among the Germans during the past genera- 



2 QUARTERLY JOURNAL OF ECONOMICS 

tion, the treatment of the subject of wages, in current 
text-books and hand-books, has largely followed a line of 
its own ; but English economists, active as has been their 
criticism and revolt against the earlier teaching of those 
who wrote in their own tongue, have not sought light 
from the Germans. Within very recent times it is true 
that international relations have established themselves. 
First American students, and then English, have begun 
to feel the pulse of German activity ; while the Germans, 
though perhaps disposed to overrate the sufficiency of 
their own work, are too cosmopolitan in scientific spirit 
to neglect the march of thought in any country. But on 
the particular subject now under consideration — the de- 
tails of reasoning on capital and wages — the thinkers of 
the two races still pursue their several ways, and even 
now have hardly come in touch with each other. It is the 
object of the present paper to follow the peculiar develop- 
ment of German thought, and to consider the significance 
and the value of the treatment of wages which has become 
a traditional part of it. 

I have already referred to Hermann as the writer who 
began the breach with the English theorists. Before the 
time of Hermann it is difficult to find much that is promis- 
ing in German economic thought, beyond the work of 
popularizing and spreading the views of Adam Smith. 
Hermann was an incisive and original thinker ; and his 
reasoning on wages and capital is as unquestionably the 
source of the treatment of this subject in German text- 
books, as Ricardo's on international trade is of the hand- 
ling of that subject among the English. To understand 
its significance, however, it may be helpful to consider 
briefly the stage which the theory of wages had reached 
among the classic writers of Great Britain, then in the 
zenith of their influence and authority, from whom Her- 
mann got his impulse, and with whom he, first among 
Germans, undertook to differ on solid grounds. 
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Adam Smith had begun by pointing out the dependence 
of labor on capital. Before his time speculation on this 
subject, except for scattered remarks as to the connection 
between wages and the price of laborers' necessaries, 
was virtually a blank. On no topic does the Wealth of 
Nations mark more distinctly a new era in economic think- 
ing. The initial point in Adam Smith's reasoning, here 
as elsewhere, is the division of labor. This brings com- 
plicated industry, and the need of stocks of food and 
materials ; and, since laborers rarely are the owners 
of such stocks, advance to laborers of the wherewithal 
to maintain themselves becomes inevitable. Hence their 
remuneration depends on the funds " which are des- 
tined for the payment of wages." How far Adam Smith 
can be regarded as the author of the wages-fund doc- 
trine it is not the purpose of the present paper to con- 
sider. I will only venture, in passing, to express my 
opinion that the change and development among the later 
writers of the classic school is much less marked on this 
subject than is implied in most statements on the histori- 
cal development of the wages-fund doctrine. 

Adam Smith analyzed the funds out of which labor was 
paid, as: first, stock, or capital, for paying laborers en- 
gaged in production ; and, second, revenue wherewith to 
pay servants and dependants. His followers gradually al- 
lowed the second element to disappear. The numerous 
writers who intervened between Adam Smith and Ricardo, 
— Malthus, Lauderdale, Sismondi, Ganilli, — whether they 
followed the great Scotchman subserviently or endeavored 
to criticise or supplement bim, agreed in expounding the 
dependence of laborers on capital in developed societies. 
As they fixed their attention more and more on modern 
conditions, in which, as compared with the feudal rSgime, 
menials and dependents are less significant in numbers 
and importance, the second of Adam Smith's constituent 
of the funds for paying laborers dropped out of sight ; and 
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capital alone became the source of their remuneration. 
With Ricardo this simplification of the problem is most 
unequivocal. Half-consciously and half in pursuance of 
his bent for ^wasi'-mathematical reasoning, Ricardo as- 
sumed capital to be the single source from which laborers 
were paid, and reasoned in a manner that implied the ex- 
istence at any moment of a certain quantum of capital, 
which, divided among the number of laborers, determined 
market wages. Ricardo did not undertake to prove the 
premise from which he reasoned. Here, as on other 
subjects, he accepted it as sufficiently established by 
Adam Smith. He was interested, in any case, chiefly in 
permanent or natural wages, which gave the key to his 
theory of profits and distribution ; and his conception of 
the relation of wages and capital is to be inferred from the 
drift of his reasoning rather than from explicit statement. 
Later writers added nothing : they simply restated with 
firmer conviction what Adam Smith and Ricardo had 
worked out for them. As with the two leaders, wages 
are said to depend on capital ; and, as with Ricardo, this 
broad proposition serves chiefly as an introduction to the 
theory of population, and so to that of the standard of 
living and of natural or normal wages. In what sense 
food and clothes are capital, why laborers must be paid 
from capital, whether this dependence is the lot of all 
laborers in all times, are questions which receive the 
briefest consideration or none at all. Even a writer like 
Richard Jones, who protested against this doctrine, as 
against others put forth by the Ricardian school, did so 
chiefly on the ground that it held good only of laborers 
in modern industrial societies : he never thought of deny- 
ing its validity as to the hired laborers of modern times. 
In this rough and ill-defined form the proposition that 
wages depend in the first instance on the number of the 
laborers as compared with the quantity of capital, was 
copied from book to book. Even the fixity of the fund, 
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which was the occasion of the greatest derision when 
the subject came to be overhauled in later times, hardly 
appears in tbe compendiums of the period from 1820 to 
1850, whether in the slender Conversations of Mrs. 
Marcet, the emphatic Principles of M'Culloch, or the 
imposing volumes of the younger Mill. In truth, wages 
at any moment — market wages, as the phrase went — in- 
terested these writers but little. They laid stress on nor- 
mal or natural wages as depending on the pressure of 
population and the standard of living. The relation of 
capital or wages-fund to wages, the causes determining the 
growth of the wages-fund, the ultimate source of wages 
or the fundamental basis of the whole train of reasoning, 
— of these no refined or detailed examination is attempted. 

Such was the stage at which the discussion of the sub- 
ject stood in England, then the centre of interest in 
economic speculation, when Hermann took it up. Her- 
mann was one of the few Continental writers who, before 
the present movement in economics began, had read Ri- 
cardo with care, and had been affected by his example 
of rigid analysis and unrelenting reasoning ; and he ap- 
proached the subject, unlike Jones and Sismondi, in a 
mood to develop rather than to question the classic doc- 
trines. The first edition of his Staatswirthschaftliche 
Untersuchungen was published in 1882. The second and 
enlarged edition of 1874 served rather to amplify his 
reasoning than to add anything substantially new. The 
high intellectual quality of the book and the indepen- 
dence of its thought are beyond question ; and the German 
economists are certainly not without justification in their 
admiration of Hermann's work and in their willingness 
to accept his doctrines. 

As to wages, Hermann objects to the doctrine then cur- 
rent in England on several grounds. First, the number 
of laborers paid directly out of the income of consumers is 
too large to be overlooked ; and Hermann notes with ap- 
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proval that Adam Smith had made " revenue " as well as 
" stock " a source from which wages are paid. Next, the 
proportion of wages-fund to other capital is not defined in 
the current statements. This objection had been sporadi- 
cally presented in England before Hermann made it ; but 
neither there nor in Hermann's reasoning is it given 
the prominent place which it received in later times. 
The radical objection is the last one. Capital, after all, 
is not the real source from which wages are paid. That 
real source is the income of those who buy the products 
made by the laborers, or, briefly, the income of consumers. 
Here is the objection accepted as conclusive by Her- 
mann's followers in Germany, and serving as the basis of 
their own statements of the causes determining wages.* 

To understand the views of any writer on the whole 
range of subjects of which the wages-fund doctrine is a 
part, it is needful to consider his views on the nature 
and functions of capital at large, and more particularly on 
the place in the analysis of capital of finished commodities 
consumed by laborers. Unfortunately, on this vital topic 
we find Hermann speaking with uncertain sound. Not 
that he had failed to give careful thought to the analysis 
of capital. His suggestive division of capital into con- 
sumer's and producer's capital has been permanently in- 
corporated into the German text-books ; while his descrip- 
tion of the mode in which circulating capital (as denned 
by him) constantly passes into commodities for immediate 
use, and into consumer's capital, may well have given the 
impulse to Bohm-Bawerk's brilliant analysis of the grad- 
ual ripening of all capital into consumable goods. But on 

* Staatswirthschaftliche Untersuchungen, first edition, pp . 280-2S5 ; second 
edition, pp. 474-477. It is significant of the change in social conditions in the 
interval between the two editions (1X32-1874) that in the first Hermann says 
the wages-fund doctrine is practically harmful, because it encourages arro- 
gance among the employers, who are taught ,to think themselves the real 
payers of wages, and so entitled to favors and bounties ; while in the second 
he finds it harmful because it teaches laborers to look on employers as the real 
wages-givers, and so lures ignorant workmen into hopeless strikes. 
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the place which the finished goods constituting the real 
wages of laborers hold in the definition of capital, Her- 
mann is not clear. In agricultural operations he classes 
food for laborers as part of circulating capital.* Else- 
where he clearly implies that all consumable commodities 
not of a durable sort, whether used by laborers, by capital- 
ists, or by idlers, are not part of capital at all. f In dis- 
cussing wages, he speaks of the employers' capital as a 
fund which could act but once in paying wages, and which 
would be dissipated unless constantly replaced from the 
sale of the product, — a statement which implies that this 
capital is, at least, the immediate source from which the 
laborer's real wages are first derived. Here are doctrines 
not clearly formulated and not entirely consistent with 
each other ; defects which illustrate once again the diffi- 
culties which beset the thinker in this tangled subject. 

We are compelled, therefore, to rely for our guidance 
in following Hermann's views on the comparatively brief 
passages in which he advances directly his theory that 
consumer's income is the real source of wages. In these, 
standing, as they do, without support or explanation from 
other parts of his work, the difficulty is that Hermann 
did not clearly distinguish between particular wages and 
general wages, — between the causes which affect the wages 
of one class of laborers as compared with another ; and the 
causes which determine the wages of all laborers. The 
nature and extent of the consumer's demand for the 
products made by a particular set of laborers have an 
obvious effect on the wages of these laborers ; and the 
inference is easy, however unwarrantable on closer 
thought, that all wages depend on consumer's demand or 
income. The transition is made the more natural by the 
habit of considering capital in terms of money, and the 
capitalist employer as the possessor of a fund of cash 

* Staatswirthschaftliche Unterswhungen, p. 307. 

tSee the analysis of Nutzkapital at p. 221, and of fliissiges Kapital at 
p. 283. 
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which represents the apparatus of production controlled 
by him. The wages-fund doctrine, if it is to have any- 
solid basis at all, must consider the capital from which the 
laborers are paid, not in terms of money, but as a stock of 
commodities in hand, which at any given moment may or 
may not be regarded as limited or predetermined. But 
the English writers whom Hermann followed, and criti- 
cised, usually spoke of it as a money fund. Ricardo had 
frequently set the example of reducing all capital to terms 
of money value ; and his successors, down to Mill and 
Cairnes, constantly used illustrations which assumed the 
source from which wages were paid to be a fund of cash 
in the possession of the employer, and devoted to pro- 
duction. Hermann saw that this fund, so far as it existed 
at all, was constantly replenished from the sale of the 
disposable product ; and he was naturally led to regard 
those who bought the product as the real payers of wages. 
And, to repeat, the wages of any particular set of laborers 
do depend precisely on this. Their money income and 
their share of the goods available for consumption are 
settled by the terms on which their products sell in the 
market. The appearance of the capitalist employer as a 
middleman between them and the purchaser does not alter 
this situation, so long as the competition between capi- 
talists is supposed to be free. What the employer can 
pay the laborer, and what he will pay if competition is 
free, depends on what the consumers pay him. 

Bearing in mind that the wages-fund doctrine is worth 
discussing, or replacing by something else, only as an 
attempt to discover the causes determining general wages, 
we find very great and very obvious difficulties in the way 
of Hermann's reasoning. At bottom, he presents the old 
question whether demand for commodities is demand for 
labor ; and on that question the reasoning of the classic 
writers was in essentials so simple and so sound that 
there is no escape from answering, as they did, in the 
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negative. We may intelligently measure the remunera- 
tion of an individual section or class of society in terms of 
money, and so may seek the measure of particular wages 
in the Zahlungsfahigkeit, or money demand, of those who 
buy the laborers' product. But for society as a whole, 
and for laborers as a whole, consumable commodities 
are the only measure of income, — money and exchange 
being but devices for sharing this real income among the 
different members. Regarding general wages, we must 
seek to ascertain what determines the quantum of real 
goods which all the laborers get. Payment by consumers 
is no ultimate source of this. The ultimate source here 
can only be the output of real goods from the labor of 
society, — the steady flow of enjoyable things which issues 
from the exertions of men. This is the total consumer's 
income, — the source from which all of us, whether 
laborers or idlers, get remuneration or tribute or alms. 
It is clear that Hermann did not mean to lay down the 
simple proposition that wages come from consumer's in- 
come in this sense. He had in mind the money payments 
of those who buy goods from the employer, and so recoup 
him for his outlays. But these purchases are of impor- 
tance only in determining the share of real wages or real 
consumer's income got by a particular group of laborers : 
they play no part in the causes determining wages at 
large. 

The same fundamental difficulty emerges from another 
point of view. Laborers are themselves consumers, in 
many countries the largest and most important body 
of consumers. They buy commodities with their wages ; 
and their demand, according to Hermann's reasoning, is 
an ultimate source of wages. Wages are thus an im- 
portant source of wages, — reasoning which runs so obvi- 
ously in a circle that we must be surprised to find it 
unnoticed by a mind so acute as Hermann's. If it be 
objected that there are consumers such as capitalists or 



10 QUARTERLY JOURNAL OF ECONOMICS 

rent receivers or pensioners, who are not laborers, the 
situation is not bettered. Unless we suppose the hired 
laborers to produce only commodities bought by these 
separate consumers, and to buy among themselves no 
commodities made by other hired laborers, we still find 
that consumer's income includes in its constituent parts 
a larger or smaller element of wages, and that an unde- 
fined portion of the source of wages is simply wages. 

Hermann's doctrine, ineffective as it is in grappling 
with the question of general wages, nevertheless has 
found its way into almost every German book on general 
economics. The confusion between general and particu- 
lar wages, which recurs as constantly in the arguments of 
the defenders of the wages-fund theory as in those of its 
opponents, contributed unmistakably to its acceptance. 
Moreover, economic discussion in Germany has always 
been, much to its advantage, more concrete than that of 
Ricardo's followers in England ; and the liberal space 
given to an enumeration of specific causes affecting the 
wages of different sets of laborers, indicates an attitude 
towards the whole subject such as would make natural the 
ready acceptance of an apparently straightforward and 
practical explanation of wages as determined by con- 
sumer's demand. At all events, hardly a book on eco- 
nomics from a German hand since the time of Hermann 
can be found in which his lead on the subject of wages is 
not more or less closely followed. 

While Hermann himself, so far as spirit and method are 
concerned, did not diverge far from the classic school, 
his views on wages seem to have gained acceptance in 
proportion as the breach with the English writers be- 
came wider. In Eau's treatise, which expounded eco- 
nomic principles to two generations of German students 
in a spirit mainly conservative, we still find the old 
doctrine that wages depend on the quantity of capital. 
In later editions Rau referred to Hermann's doctrine in 
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his notes, and there admitted, with caution, that the 
latter had rightly divined the ultimate source of wages ; 
but the classic theory retains its place in the text in the 
dignity of large type.* In Mangoldt's Vblksivirthschqfts- 
lehre, which, though not published until 1868, represents 
the methods and traditions of an earlier date, the subject 
is discreetly given a wide berth. Apparently, Mangoldt 
was not disposed to commit himself either to the old 
doctrine or to Hermann's modification.! But in a book 
like Roesler' s on Wages, which, though it made no deep 
impression on German thought, reflected the drift of 
things at the time of its publication (1861), Hermann's 
views appear with marked emphasis. We are told, in 
italics, that the employer's capital is indifferent to the la- 
borers who draw their wages solely from the consumers, 
the employer being merely a middleman. $ Roscher's Po- 
litical Economy, in which the independent German move- 
ment first took shape in a general text-book, also accepts 
Hermann's view full-fledged. We may postpone for the 
present any consideration of Roscher's views ; the year of 
his first edition (1854) may be simply noted here as a date 
after which Hermann's doctrine appears in almost every 
German book on general economics, with variations pres- 
ently to be considered more in detail. 

The next important and independent step, with effects 
clearly traceable in the theoretic parts of current German 
treatises, was taken by a writer still active among us, 
Professor Lujo Brentano. Shortly after the publication 
of Thornton's book On Labour, and of Mill's review of 
Thornton in the Fortnightly, Professor Brentano printed 

* Rau's Lehrbuch, eighth edition, § 195. 

t It is due to this subtle and independent thinker to say that his Political 
Economy was printed posthumously, from a manuscript not left in finished 
state. 

tC. F. H. Roesler, Zur Kritik der Lehre vom Arbeitslohn (1861), p. 141; 
cf. also p. 87. Roesler follows Hermann closely on other doctrines, especially 
in regard to the separate productivity of capital. 
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in the Jahrbucher fur National oekonomie a paper on the 
theory of wages as developed by English economists.* 
Some further discussion of the subject was undertaken by 
him in the second part of his book on the English Trades- 
unions (Zur Kritik der englischen GeiverJcvereine, 1872) ; 
and it is again considered briefly in the volume on Die 
Arbeiterverhaltnisse gemdss dem heutigen Recht (1877). 
The later publications add little to the theoretic matter of 
the paper in the Jahrbucher, which deserves careful atten- 
tion, as being, after Hermann, the most influential of 
German contributions to the theory of wages. 

Professor Brentano's paper divides itself into three 
parts. First comes a sketch, admirably done, of the his- 
tory of the wages-fund doctrine among English writers ; 
then a consideration of that doctrine ; and, finally, an 
effective criticism of Thornton's theory of wages. It is 
the second part, on the wages-fund doctrine, which chiefly 
concerns us here. With it goes a discussion of the the- 
orem that demand for commodities is not demand for 
labor. That theorem had been used by the classic 
writers, and especially by Mill, chiefly as an answer to 
the notion that the luxurious expenditure of the rich was 
beneficial to the poor ; but Professor Brentano rightly 
treats it as a simple corollary of the doctrine that wages 
are paid from capital, and as significant in its relations 
to that doctrine. 

On one topic Professor Brentano's views are fairly to 
be called conservative. Wages are paid in the first in- 
stance from capital. " There must be a stock of accumu- 
lated products of previous labor — that is, of capital — 
sufficient to support the laborers engaged in production." 
So, in the book on English Trades-unions, Professor Bren- 
tano urges that capital is only a vehicle which serves to 

* Die Lehre von den Lohnsteigerungen mit besonderer Rucksicht auf die eng- 
lischen Wirthschaftslehrer. Jahrbucher ftir Nationaloekonomie, 1 Folge, vol. xvi. 
pp. 251-281 (1871). 
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convey wages to the laborer from their real source ; but 
its importance as the proximate source of wages is not 
denied. It is on the fixity of the fund, and the ultimate 
source whence it is replenished, that he professes to differ 
with Mill and Mill's teachers. He points out with truth 
that the predetermination or fixity of the wages-fund was 
never clearly laid down by Mill in the Political Economy ; 
and, at all events, he reaches unreservedly his own con- 
clusion that there is no such fixity. The capital which 
employers will turn over to laborers is an elastic quantity. 
It can be swelled by the use of credit, or by trenching on 
the funds which the employer had meant to use for his 
own consumption ; and it accommodates itself readily to 
changes in the ultimate source of wages. As to that 
ultimate source, Professor Brentano expressly accepts 
Hermann's views : the source lies in the income of those 
who buy the laborer's product. But he does not fail to 
notice the difficulty arising from the fact that laborers 
themselves are consumers. A rise in some wages may fall 
partly on other wages, and so may be nugatory for 
laborers as a class. But it may fall in good part on the 
incomes of employers or lenders or rent receivers, and so 
may represent a substantial change in distribution to the 
advantage of the receivers of wages. 

The essential thing to note in Professor Brentano's 
ingenious and able discussion is, that the capital which is 
described as the proximate source of wages is still con- 
ceived as wholly in the hands and at the disposal of the 
immediate employer of labor. It is still a " fund," though 
one which can be swelled in one way or another. The 
best illustration of this phase, and, as I think it must be 
called, this limitation, of Professor Brentano's analysis, is 
to be found in his treatment of the mode in which the 
capital at the disposal of employers can be enlarged. 

As was noted a few moments ago, he examines Mill's 
statement of the proposition that demand for commodities 
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is not demand for labor. Mill had asked how, even with 
a high demand for velvets, they could be produced or a 
demand for labor could set in, unless there were food, the 
product of former labor and therefore capital, wherewith 
to support the laborers who make the velvet. Professor 
Brentano's answer to Mill is a simple tu quoque. In an 
advanced community, says Brentano, there can never be 
any difficulty in securing or augmenting capital ; for, ac- 
cording to Mill's own doctrine, the distinction between 
capital and non-capital lies only in the mind of the owner. 
An increased demand for velvets would cause some 
owners to change part of their possessions into capital, 
and so an effective demand for labor would appear. This 
turns the tables on Mill very neatly; for Mill had ex- 
pounded his doctrine as to the determination of capital by 
the mere intent of the owner, in language which perhaps 
fairly warranted Brentano's use of it. But that doctrine 
itself is tenable only in a limited sense. In the long run, 
unquestionably it is true that, under a rSgime of private 
property, the disposition of the owner decides whether 
wealth shall be used for immediate enjoyment, or for pro- 
ducing further wealth, that is, as capital. At any given 
moment, however, tools, implements, and materials are of 
necessity capital. They are useful only for purposes of 
production. On the other hand, finished commodities 
and food exist only in a quantity which, whether rigidly 
fixed or not, certainly cannot be augmented ad libitum 
by a mere change of intention. 

Both Mill and Brentano had in mind more or less 
clearly the case of the individual capitalist, who can sell 
his house or his diamonds or his factory, and can use the 
money proceeds in hiring laborers ; so transforming his 
luxuries or fixed capital into wages-capital b}' the mere 
change of intention. But, clearly, this is only a shifting 
of capital and wealth from one hand to another. The 
real capital (we may accept for convenience the tradi- 
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tional phraseology in giving this name to it) which re- 
munerates laborers consists in the consumable commodi- 
ties which they buy with their money wages. These 
commodities are not in the hands of the individual capi- 
talists who employ the laborers ; and their quantity can- 
not be directly augmented by any change of disposition 
on the part of those capitalists. Whether a larger or 
smaller quantity of such real wages can be secured by 
hired laborers, through an increase of the purchasing 
power in terms of money turned over to them by their 
immediate employer, is another question, the answer to 
which must involve a consideration of the extent and the 
composition of the supply of finished goods available for 
the entire community at a given time. I should not wish 
to be understood as committing myself to the doctrine 
that the stock of such commodities which laborers can get 
is a rigidly limited amount. But an examination of the 
causes which determine general wages must fix attention 
on this side of the industrial situation : it cannot proceed 
bj simply examining what funds the direct employers of 
labor may find themselves able to pay out. 

The same difficulty in Professor Brentano's reasoning 
appears again when he refers, as others have done, to the 
possible use of credit as a means of swelling the sources 
from which wages are paid. He remarks that the capi- 
talist will always be willing to grant larger wages, pro- 
vided he can get them back through higher prices paid 
him by the consumer ; and, if it happens that he does not 
himself possess the funds for the larger payment, he 
simply borrows them. Of the individual employer this is 
unquestionably true ; and of the process by which a par- 
ticular set of laborers may get better terms for themselves 
it is an accurate account. But it is hardly necessary to 
point out, after what has just been said, that a stretching 
of credit cannot possibly affect the supply of commodities 
from which real wages must come, nor serve to increase 
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general wages. This mode of approaching the problem of 
wages at large is as hopeless as that which makes the 
wages-fund expansible by a change in the intentions of 
employers. Both terms of reasoning start from the same 
untenable base, — that of considering the money in the 
hands of the immediate employers as the element on 
which depends the fixity or elasticity of the wages-fund. 
When Professor Brentano, in his book on Trades-unions, 
gives a statement of the wages-fund doctrine, preparatory 
to a refutation of it, he defines the fund as " the property 
[ Vermogen] of a country which can by possibility be used, 
either directly or as a means of obtaining credit, for the 
payment of wages." * Here the word Vermogen is used 
with the same connotation of money available for paying 
wages that appears in the traditional use of the word 
" funds " by English writers. The refutation of the doc- 
trine in this form does not advance matters more than the 
advocacy of it did. 

Hermann and Brentano are the two writers who have 
taken the lead among the Germans in the discussion of 
wages. It remains now to consider briefly how that lead 
has been followed by others. It will suffice for this pur- 
pose to examine the manner in which the subject has been 
presented in some of the text-books and general works of 
recognized authority. We may select as representative 
those of Roscher, Mithoff (in Schonberg's HandbucJi), 
Colin, and Philippovich. 

In most of these books the reader will find some such 
statement of the theory of wages as the following. There 
is lower limit and an upper limit to wages, the one deter- 
mined by the conditions of supply, the other by the con- 
ditions of demand. The lower limit rests on the cost of 
production of labor. This is explained to be the amount 
necessary for the subsistence of laborers and the main- 
tenance of their children; and it is presented as the 

* Zur Kritik der englischen Gewerkvereine, pp. 200-203. 
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dominant factor regulating the supply of labor. Engel's 
statistical investigation of the Selbstkosten der Arbeit is 
usually referred to by way of illustrating the principle, 
and thence there is a transition to a discussion of the 
standard of living. The upper limit in wages is found by 
considering the demand for labor. This depends on its 
utility, or Brauchbarkeit, which is sometimes explained 
to mean the efficiency of labor, more often the availability 
of the labor to the employer, or what he can afford to pay 
for it. In the latter sense, the Brauchbarkeit of labor 
depends on what the employer can get from the consumer 
in the price of the thing produced. Here at last, formu- 
lated more or less explicitly by different writers, Hermann's 
theorem is reached. 

We need not stop to consider the helpfulness of this 
mode of dealing with the theory of wages, or the signifi- 
cance of the maximum and minimum limits, separated 
by a gulf of possibly great width. A careful analysis of 
what is described as the maximum limit of wages would 
probably show that here again the Germans really have 
in mind a maximum for particular classes of laborers, and 
fail to distinguish the upper limit of this sort from the 
maximum which could go to all laborers, or to general 
wages. This difficulty has already been touched on, and 
may presently call for some further consideration. For 
the moment we are concerned with the use made by 
German economists of Hermann's reasoning as to the 
sources of the demand for labor. All of the four writers 
mentioned — Roscher, Mithoff, Philippovich, and Cohn — 
accept Hermann's view. By all, consumer's income is 
stated to be the ultimate source of wages. 

Roscher* likens the employer's capital to a reservoir 
from which wages flow to the laborer, but which is stead- 
ily replenished by the consumer's purchases of the prod- 
uct of labor. As to wages in general, the total demand 

*Eoseher's Nationaloekonomie, §§ 165, 166. The translation of these 
passages in the English edition is far from satisfactory. 



18 QUARTERLY JOURNAL OF ECONOMICS 

of the purchasers of labor must coincide pretty closely 
with the total income of the community. From this it 
would seem to follow that the total income of the com- 
munity goes to laborers, — an optimistic consequence 
which, however strictly it might follow from the premises. 
Roscher certainly would not accept. Further than this 
the reasoning is not carried. The cul-de-sac to which it 
leads, as soon as we follow out the consideration that 
wages are themselves a most important form of consumer's 
income, is veiled by sententious brevity in the general 
exposition. 

The influence both of Brentano and of Roscher can be 
clearly traced in Dr. Mithoff's essay on distribution in 
Schonberg's Handbuch. That great collection aims to 
state, and in the main is eminently successful in stating, 
the present stage of opinion and knowledge on economics 
among the Germans; and Dr. Mithoff's contribution ac- 
cordingly gives an exposition which may be fairly accepted 
as typical. In it we find the traditional doctrines as to 
the supply and cost of production of labor, the demand 
for labor and its utility, and, finally, consumer's income as 
the ultimate source of wages. Again there is no indica- 
tion that the writer is fairly conscious of the difficulties 
of this line of reasoning, consumer's income being still 
treated as if apart from wages. How much of consumer's 
income shall go to wages, it is explained, depends on the 
direction of consumption and the mode in which pro- 
duction is carried on. If the goods in demand, or the 
methods of production, are such that much human labor 
is required, there will be a great demand for it, and wages 
will be high. The implication is that a great demand for 
goods made by machinery will lessen the demand for 
labor, machinery being apparently conceived as some- 
thing standing apart and not requiring itself to be made 
by labor.* 

* Handbuch der politischen Oekonomie, vol. i., pp. 470, 471. The reference is 
to the first edition, the later editions having made no changes. 
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This reasoning as to the direction of consumption is 
derived apparently from Roscher, who states, in his oracu- 
lar manner, that the demand for unskilled labor (gemeine 
Arbeif) is much affected by the direction which consump- 
tion takes, being greater if the luxury of the rich takes 
the form of hiring many dependants, and less if luxurious 
expenditure takes more modern forms. In the shape 
which the reasoning assumes in Dr. Mithoff's essay there 
is perhaps an echo of the old-fashioned theorem that the 
conversion of circulating capital into fixed lessens the 
total demand for labor. This theorem, however, rests on 
a basis very different from that which Hermann gave 
to the Germans. It regards the " circulating capital " as 
at any one moment virtually fixed, and as the only imme- 
diate source whence wages can be paid, its conversion 
into fixed capital, therefore, diminishing irrevocably for 
the time being the total demand for labor. This is very 
different from saying, or implying, that a mere change in 
the direction of consumption will of itself affect the 
general demand for labor. The whole consideration of 
the direction of consumption as affecting wages, the dis- 
cussion of demand for hand-made goods or machine-made 
goods, for footmen or for satins, all goes back to con- 
sumer's demand or income as the source of wages. It 
can really bear, therefore, only on the demand for one 
sort of labor as compared with another. This limitation 
of the doctrine of consumer's income, whatever shape it 
may assume, has already been dwelt on, I fear, to weari- 
ness. The form which it takes with Mithoff, and ap- 
parently with Roscher, overlooks the simple fact that 
machines are made by labor, and that a demand for 
machine-made goods affects, not the total demand for 
labor, but the direction of demand towards (say) laborers 
who make and tend shoe machinery rather than towards 
old-fashioned cobblers. No doubt the change supposed 
might affect the demand for unskilled labor as compared 
with skilled; but, surely, our general consideration of 
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wages is not to be confined to the lowest grade, or to the 
causes bearing on the demand for that only. 

Nothing new on the doctrine of wages appears in 
Professor Philippovich's eclectic Grrundriss der politisohen 
Oekonomie. There, too, consumer's income appears as 
the ultimate source whence wages are paid. Employer's 
capital is only an apparent source, not a real one ; and 
Brentano's influence appears again in the reasoning that all 
wealth can be made available for production by the trans- 
forming power of credit, and so can swell the wages-fund. 
No breach is made with the German traditions, which 
retain their hold for good or ill.* It will be interesting to 
see what ground is taken by Professor Wagner when 
he reaches this part of theoretic economics in his great 
Lehrbuch, for he has given more than one brief intimation 
that he accepts the wages-fund doctrine with Hermann's 
addition in regard to consumer's income. 

It remains to consider the most summary among the 
statements from modern German economists, — that given 
by Professor Cohn,f which deserves attention not only 
because of the deservedly high reputation of its author, 
but because it suggests some further general comment. 
Cohn begins his chapter on wages with an extended dis- 
cussion of the standard of living. This is followed by 
some consideration, bearing unmistakably the marks of 
Brentano's influence, of the peculiar conditions under 
which the supply of labor is offered in the market. Then 
comes a brief and somewhat enigmatic section on the 
specific demand for labor. There is a degree of truth, 
says Cohn, — relative Wahrheit, — in the wages-fund doc- 
trine, in that the available capital of a community sets 
some utlimate limit to wages. How much Cohn would 
here concede is not clear, especially as he has given 
notice elsewhere that the word " capital " is used by him 

* Philippovich, Grundriss der politischen Oekonomie, § 126, pp. 269, 271. 
f 6. Cohn, Nationaloekonomie, § 482, p. 642. 
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in a very wide sense, including all wealth whatsoever, 
whether land, machinery, materials, expensive luxuries, or 
the limited sorts of wealth to which alone the term " capi- 
tal " is ordinarily applied in discussions of the bearing of 
capital on wages. At all events, the concession is not 
serious ; for at once we are told that for practical purposes 
the sources of the demand for labor are elastic. A rise in 
wages may take place at the expense of interest or of 
employer's profit. If not thence, it can come from higher 
prices paid by consumers, — a brief but sufficient acceptance 
of the views of Hermann and Brentano. True, we are 
told, higher prices would in the end affect all commodities, 
and so affect all laborers, since they too are consumers ; 
but this, though undeniable in the abstract, is of no prac- 
tical importance, since in actual life particular trades and 
sets of laborers have their experiences one by one. We 
never have the general case to consider. 

This virtually amounts to throwing up the whole 
theory, so far as general wages are concerned. Brentano 
had come very near doing the same thing. He, too, re- 
marked that it was an idle task to follow to its conse- 
quences the reasoning of Mill and Thornton as to the 
possibilities of a rise in general wages, since the only con- 
crete phenomenon that ever arose was the rise or fall of 
wages in a particular trade or set of trades. Hence Bren- 
tano brushed aside, much as Cohn has done, the case of 
a rise in general wages and the mode in which this can 
be secured from consumers' income. Such a treatment 
of the subject is perfectly consistent and tenable. But it 
makes a clear admission that the whole train of reasoning 
is of no avail in unravelling the problem of general wages. 
Implicitly, rather than explicitly, the ground is taken that 
the wages of particular laborers rise and fall, and the 
causes of the rise or fall can be traced ; and, in analyzing 
those causes, consumers' income is rightly found to be an 
important factor. But wages in general are an abstrac- 
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tion, a thing having no real existence; and speculation 
on such a topic is simply reasoning in the air. 

Some such position as this the Germans must take if 
they cling to the mode of exposition traditional among 
them. Perhaps it is the only tenable position. We may 
have to forego the attempt to make any precise statement 
of the causes affecting the welfare of laborers in general, 
still more abandon the attempt at a separate statement of 
the causes determining the prosperity of hired laborers. 
But such an abandonment of any attempt to treat en bloc 
the case of all hired laborers is the almost inevitable out- 
come of the unqualified rejection of the older and sterner 
doctrine of the wages-fund. The Germans throw over 
this problem as a separate or separable one, without being 
fairly aware of what they do. English writers are more 
conscious and outspoken. President Walker, for ex- 
ample, gives us a residual theory, in which the wages 
of all laborers are lumped together as determined by the 
same causes, all these classes getting a general product 
from which certain other shares have been sliced off. 
This brings a distinct demarcation of the subject of gen- 
eral wages from that of particular wages, and brushes 
aside the advance of funds by the immediate employers 
as having no important bearing on either problem. The 
Germans undertake to treat of Arbeitslohn in general, but 
confuse their readers, and perhaps themselves, by fusing 
the discussion of the general and the particular. They 
usually open the subject by admitting the old theorem 
that the initial step of importance is the payment of wages 
by employers from capital : thence they insensibly drift 
to consumer's income, and so to particular wages. Writers 
like Cohn and Brentano do not fail to perceive the limita- 
tions of the traditional treatment ; yet they retain it with- 
out clearly informing their readers that, after all, they have 
no answer to give to the questions, What determines general 
wages? and What determines the wages of hired laborers? 
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Now, whatever theory of distribution we adopt, let us 
be clear what questions it purports to answer. If we are 
discussing general wages, whether of unskilled laborers 
only, or of all laborers hired in production, or of laborers 
working under whatever condition, let us give solutions 
that really apply to these cases. If we are unable to give 
any statement, except that wages will tend to be high or 
low as the general product of industry is high or low, let 
us say so unequivocally, and admit that the theory of gen- 
eral wages thus belongs under the head of production 
rather than distribution. If we discuss, as the Germans 
do, consumer's income and the direction of consumption, 
let us remember that we are attacking the problem of the 
comparative rates of vrages of different groups of laborers, 
and that problem only. 

The Germans, in following, as they have done, the lead 
of Hermann, were both in the right and in the wrong. 
The classic writers had assumed that all laborers were 
hired by capitalists, and had laid it down roughly that 
capital was the source whence all laborers were paid, 
troubling themselves little to consider what determined 
the total capital of the community or the part of it that 
went to the wages fund. They had hardly pushed the 
analysis beyond the first step of the hiring of laborers by 
employing capitalists. When they went on to consider 
the ultimate causes determining wages, they had referred 
only to the standard of living ; and this factor exercises 
its influence only over very considerable periods of time, 
and in any case, as the Germans rightly say, affects the 
supply of labor only. The Germans took a needed step 
in seeking to ascertain what lay back of the advance of 
funds by employers to hired laborers. But in going to 
consumer's income as the ultimate source of wages, 
they were led into such a labyrinth of half-truths 
and inconsistencies, as to cause the more discerning 
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among them to avoid cautiously any detailed discussion 
of the subject, and, indeed, virtually to abandon the at- 
tempt at any final analysis of the causes determining 
general wages. The Germans have done invaluable ser- 
vice to economic theory in discussing the fundamental 
principles of economic policy, the wider relations of eco- 
nomics with ethics and philosophy, the importance of 
economic development and economic history ; but on the 
details of the reasoning, largely deductive, which helps to 
explain the specific phenomena of modern industrial com- 
munities, they have rather stimulated discussion than 
brought it to a distinctly more advanced stage. This is 
true of the whole theory of distribution : it is especially 
true of the theory of wages. 

A step in the right direction, as I venture to think, 
has been taken in very recent times by a German thinker, 
who has broken with the traditions of his predecessors in 
more than one part of economic theory. Professor Bohm- 
Bawerk's brilliant analysis of the capital of a community, 
of social capital and of private capital, of the length of 
time over which the period of production is spread, of the 
whole possessions of the community as constituting one 
great subsistence fund, of the steadily issuing flow of con- 
sumable commodities which constitutes the real income 
of every class in the community, — all is admirable, and a 
long step towards a better understanding of the phenom- 
ena of distribution. Like the earlier German writers, 
among whom Hermann was the leader, Professor Bcihm- 
Bawerk seeks to supplement and correct the classic view 
rather than to subvert it. We may not accept without 
reserve the theory of value which the Austrians have con- 
structed, and may doubt the helpfulness of all the refined 
details with which Bohm-Bawerk surrounds the exchange 
of present for future goods. But the treatment of wages as 
an advance of present consumable goods, — which, from the 
employer's point of view, are capital, — in exchange for other 
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goods which are to be produced in the future, gives the key 
to the sound treatment of the wages of laborers hired for 
production. The first step in the process is the advance 
of money or purchasing power to laborers by their imme- 
diate employer. The next is the application of these 
funds to the purchase of commodities. If the commodi- 
ties laborers can buy are fixed in quantity or in recurring 
supply, we have a rigid wages-fund : if not, an elastic one. 
If laborers do not spend their money wages at once, but 
save for the future, there is a clear field for their partici- 
pating in the future results of present productive opera- 
tions. If they spend at once, they buy, not the product 
of present labor, but the product of labor exerted almost 
entirely in the past. The money funds in the hands of 
those capitalists who employ laborers directly or indirectly 
are an essential part of the machinery by which distribu- 
tion is effected in advanced industrial communities. But 
they are not a source of real wages, nor are the money 
incomes of consumers a real source, proximate or ultimate. 
Money and employer's funds and consumer's income are 
merely parts of the machinery by which real wages get 
into the hands of those who earn them. We must regard 
this machinery, and understand its working ; but we must 
not confound a description of it, essential as it may be to 
the understanding of the situation, with an analysis of 
the fundamental facts. These are the lines on which, 
I venture to suggest, the treatment of the wages-fund 
doctrine will proceed when the present ferment in eco- 
nomic discussion shall have yielded its final residuum. 

F. W. Taussig. 



